This paper attempts to investigate the main factors behind Argentina's economic decline comparing its evolution to that of Australia and Canada.
1.-INTRODUCTION:
Argentina's economic failure has attracted much attention from scholars of economics and history. Attempts have been made to discover when and why a country rich in natural resources, which for some time had enjoyed a similar situation to that of other developed countries, began to fall behind, reaching the extent that we can observe today. The traditional comparison observes the evolution of Argentina's economy alongside that of Australia and Canada, two other countries of new settlement which shared with Argentina a development based on the exploitation of natural resources and the export of primary goods
1 .
An in-depth study of the Argentinean historiography leads to the conclusion that there is no clear agreement regarding the precise moment in time at which the country began to fall behind in relative terms. Various dates, including 1913 Various dates, including , 1929 Various dates, including and 1950 put forward. Nevertheless, the use of a more technical and formal system of analysis based on the most recent GDP per capita series for Argentina, Australia and Canada for the period from 1875 to 2000 throws up results which suggest that the rapid catching up process with Australia and Canada came to a halt at the end of the 19 th century, the situation remained more or less stable until the late 1930s and a period of clear divergence began in 1974 2 .
A subsequent debate centres on the search for the factors which lie behind this decline. In fact, there is a greater degree of agreement around this debate. What was the reason for Argentina's economic failure and her inability to close the gap with Australia and Canada?
1 See, for example, Cortés Conde (1997) , Di Tella and Zymelman (1967), Díaz Alejandro (1970) , Ferrer (1996) , Taylor (1992 Taylor ( , 1994 Taylor ( , 1998a . 2 These results are provided by the relative GDP per capita series using the unit root methodology and structural breaks as proposed by Perron and Zivot and Andrews. See Sanz Villarroya (2005) .
The neoclassical explanation of growth puts forward an increase, via investment, in capital intensity as the mechanism which leads to higher levels of GDP per person, thus allowing a backward country the chance of converging with richer nations.
Nevertheless, as suggested by North (1990, p.137) , the accumulation of physical capital depends ultimately on the existence of a set of incentives which originate in the institutions existing at the time, which form the core of the model.
The postulates of the endogenous theory, which states that a country can grow and maintain its relative position if its institutional framework and the policies it applies are geared towards stimulating capital, physical and human investment and innovation, share the same line of thought.
So, whichever theoretical point of view we adopt, in order to analyse a country's growth it will be necessary to take the institutional framework into account as a significant underlying factor. The most important institutions from the point of view of stimulation of economic growth are those which regulate the activity of the economic agents; the reliability of the legal system, the level of efficiency and transparency of the public administration, social values and the macroeconomic policies introduced. More specifically, the macroeconomic policies carried out by governments constitute an important part of the institutional framework as they provide the rules the economic agents have to respect when they invest, produce or consume. Clearly, as is well known, when macroeconomic distortions are maintained over a period of time this has a negative effect on the growth of output. Most of the recommendations made by international bodies with a view to overcoming stagnation in underdeveloped countries centre on macroeconomic reforms aimed at eliminating such distortions.
Authors as important as Di Tella and Zymelman (1967) , Solberg (1985) , Duncan and Fogarty (1984) , Di Tella and Platt (1985) , Díaz Alejandro (1985) , Taylor (1992 Taylor ( , 1994 and Cortés Conde (1994) have highlighted the role of the institutional framework and, more specifically, that of the policies implemented, as the factors behind Argentina's economic failure.
However, while the aforementioned studies address the causes of Argentina's economic failure they attempt neither to quantify these causes nor to measure their impact. Consequently this paper attempts, taking a long term viewpoint, to bring together the results of the main economic policies implemented and see them as a significant element of the institutional framework in order to form an idea of their effects on the nation's economy.
The task is far from simple as, although North's thesis provides us with a clearer analytical structure in which to integrate the institutional analysis into the economy, the difficulty lies in how to measure the institutional context. North himself observes that "We cannot see, feel, touch, or even measure institutions; they are constructs of the human mind" (North, 1990, p.107) .
As this paper focuses exclusively on the macroeconomic dimension of the institutional framework, it is possible to use a series of variables which reflect the nature of the policies implemented to make this measurement, albeit imperfectly, in a more accurate way. How then can we define and measure the institutional framework in the particular case of Argentina?
In this paper we use a reduced index of economic freedom based on the index created and published by the Fraser Institute since 1996 3 to attempt to interpret the path followed by Argentina in comparison with Australia and Canada 4 . This index consists of a series of macroeconomic variables -including the relative weight of public consumption compared with total consumption, the real depreciation rate of the currency, the level of nominal protection and the difference between the official and the market rates of exchange -and is put together using principal components methodology. Firstly we construct and index for Argentina alone in order to check its appropriateness and secondly a relative index for Argentina versus Australia on one hand and a relative index for Argentina versus Canada on the other are calculated. The corresponding relative reduced indices of economic freedom for Australia and Canada can then be compared with the situation for Argentina.
The cointegration analyses carried out to compare Argentina's situation with Australia on the one hand and with Canada on the other and the respective relative series of GDP per capita for Argentina indicate that this index lies behind the relative economic evolution of Argentina.
2.-DEFINITION OF THE PROBLEM
Argentina is today a nation emerging from a deep economic crisis. The currently acute situation of stagnation and recession has been present in its economy in differing degrees for decades. It also contrasts sharply with the golden years which Argentina experienced between the end of the 19 th century and the beginning of the 20 th . At this time, when the nation boasted one of the highest rates of income per capita, no-one would have dared to question her growth potential, to the extent that during this period Argentina's evolution could be compared with the economies of Australia and Canada.
Such a comparison is often made because these three countries, at least until the First World War, were typical examples of areas of recent settlement and experienced a spectacular rate of development (Platt and Di Tella, 1985, p. 1) . This situation leads
Gallo to justify the comparative analysis between Argentina and Australia citing the facts that both countries were transformed under British control, were exporters of primary materials and importers of manufactured goods. Both enjoyed natural resources, were only partially populated, and were large and distant 5 . On the other hand, Duncan and Fogarty develop an analogous approach looking at Argentina and Australia, two countries whose similarities, in their opinion, were evident from the 1880s, a decade of explosive growth up to the moment when Argentina adopted its inwardlooking development policies. During this period, Argentina and Australia were evolving on a parallel path even at the level of their economic structure (Duncan and Fogarty, 1984) . In all respects, Canada's experience was exactly parallel despite its proximity to and its close relations with the United States of America (Platt and Di Tella, 1985) . Up to the beginning of the 20 th century these countries can be characterised by their abundant land endowment in relation to capital and labour. Also, in all three cases the development of a capitalist economy integrated in world markets was attained through primary product exports, massive immigration and foreign capital flows, mainly from Europe (Korol, 1991) .
However apart from these common characteristics, there were some elements of contrast between the three countries. These are taken into account by the principal authors to explain the different path followed by Argentina from a specific point in time.
When did Argentina begin to fall behind Australia and Canada? Source: Maddison (1997 Maddison ( , 2003 In the case of the comparison with Australia, despite the fact that Argentina never matched her levels of GDP per capita, there was a rapid closing of the gap between the two countries until 1899. From this year onwards Argentina's relative position stagnated until 1945, after which the gap began to widen. This trend became clearer after 1974, the year when the difference between these two countries began to grow more rapidly.
We can also deduce that after 1896 the rhythm of growth which was bringing Argentina closer to Canadian levels began to slacken. Nevertheless, as can be observed on the previous graph, between this year and 1936 there were times when Argentina's GDP per capita overtook that of Canada 7 . In the case of comparison with Canada, the year 1974 also marks the point at which divergence became a reality.
Why did Argentina never achieve Australia's levels of per capita output? If Argentina was able to overtake Canada, why was she unable to maintain this relative position?
The origins of Argentina's economic failure have received much attention.
According to Di Tella and Zymelman (1967) , the closing of the borders was the largest difference between Argentina and other areas of recent settlement, insofar as alternatives to compensate for the end of territorial expansion were not sought. For Solberg (1987) , the fundamental difference between Argentina and Canada lay in the policy of land distribution -in Canada the result was a large number of small farmers while in Argentina there was a small number of large landowners. The contrast between Australia's stable and flexible administrations and the bad government suffered by Argentina is, according to Duncan and Fogarty (1984) , the key factor. For Platt and Di Tella (1985) , Argentina's political tradition and immigration from other geographical areas were to blame. The latter is also mentioned by Taylor (1994) (Taylor, 1992: 925) .
Cortés Conde (1985) notes that, in the 1920s, the policy of industrialization via import substitution constituted the main characteristic of divergence in contrast with Canada's policy of 'open doors' development. Taylor (1994 Taylor ( , 1998a agrees, pointing out that capital accumulation was made increasingly difficult from the 1930s onwards by the high relative price of capital goods (which were mostly imported), the result of the industrialization via substitution of imports. Multiple exchange rates, the illegal currency market, the depreciation of the currency and high import tariffs were the factors underlying the high relative price of capital goods (Taylor, 1998b; Collins and Williamson, 2001 ). The consequent lower rate of capital intensiveness would explain Argentina's lower labour productivity in comparison with Australia and Canada and therefore her lower rates of growth. Thus the policy mix implemented was, in the final analysis, responsible for Argentina's historic economic backwardness (Cortés Conde, 1998 ).
3.-THE CAUSES OF ARGENTINA'S ECONOMIC FAILURE: THE INDEX OF ECONOMIC FREEDOM:
Why did Argentina, a country which had figured among the ten wealthiest in the world in terms of per capita income until the early 20 th century, fall behind to the extent which is evident today? Why was she unable to catch up with Australia and Canada for longer? Where is the origin of the problem to be found? Given the unanimous agreement observed in the previous section identifying the institutional framework and the economic policies carried out as the real causes of Argentina's situation, the question hinges on finding a synthetic way to measure the impact of these factors.
Since the 1990s, research has been carried out into the set of incentives which condition Gwartney and Lawson (2003), the creators of this index, observe that institutions and policies are compatible with economic freedom when they provide an appropriate structure for voluntary exchange, freedom to compete and protection for people and property. They go on to add that governments should limit their scope of action and focus on their main task: protecting private property and guaranteeing the enforcement of contracts. On the contrary, economic freedom would decrease if the government interfered too much in economic matters, increasing its expenditure, controlling or imposing excessive taxes on the economy (Gwartney and Lawson, 2003, pp. 406-408) . North (1990) , Scully (1992) and De Soto (1989) , among others, have also highlighted the importance of the institutions and related political variables as causes of a nation's economic performance. In the same line, the new growth theory underlines the role of rule of law, security of property rights, enforcement of contracts, monetary and price stability, free trade, open markets and a limited government role as the keys for economic progress (see Knack and Keefer (1995) , Barro (1996) , Barro and Sala-iMartín (1995) Due to measurement problems and lack of statistical information, we will consider a much less ambitious index which although it can be seen as a reduced version, takes into account the corresponding part of the main results for policies implemented at each moment in time 10 . In other words, this study will not include the parts of the index which refer to legal structure and security of property rights or the regulation of credit, labour and business 11 . The index calculated here is, therefore, closer to Gwartney and Lawson's initial version which did not include aspects related with the security of property rights and regulatory restraints (De Haan, 2003, p.396 In line with the previously mentioned work of reference we will assume that when government spending increases relative to individual spending, decisions taken by the government are replaced by personal choice and economic freedom decreases (Gwartney and Lawson, 2003, p.411) .
What is more, 'depreciation in the real value of money', (Infla/100+Infla) where
Infla is the percentage rate of inflation, is included in the RIEF. This variable attempts to represent Access to Sound Money in Gwartney and Lawson's index and would be interpreted in the same way. A high rate of inflation implies an absence of sound money and undermines gains from trade. Moreover, high rates of inflation distort relative prices and alter the fundamental terms of long-term contracts leading to a decrease in economic freedom (Gwartney and Lawson, 2003, p.414) .
Weighted nominal protection (Tariff), measured as the proportion of customs income to the total value of imports and the deviation of the official exchange rate from the market rate (the difference in logarithms) which is referred to as 'black market' (Black) are two variables seen as representative of Freedom to Exchange with Foreigners. Obviously, international trade is positive as it provides a significant impulse to economic growth and the standard of living. Nevertheless, tariffs clearly restrict international trade and therefore economic freedom. Exchange rate controls and the related black market problems, insofar as they reduce the convertibility of money, hold back both trade and economic freedom (Gwartney and Lawson, 2003, p.415) .
Once the components of the index have been selected, the next problem is to decide how to incorporate them. Unfortunately, economic theory does not specify a Finally, it is argued that this methodology assigns lower weights to variables which are highly correlated with others (Heckelman (2005) , p. 957).
However, this article, while acknowledging the problems involved with the proposed method, has used factorial analysis based on the principal components method to construct the RIEF in the belief that these problems are minimal in this particular case. On the one hand, and as has previously been mentioned, there is no underlying economic theory which deals with the calculation of an index of economic freedom and, therefore, principal components analysis cannot contradict such a theory. On the other hand, the variables have been standardized with the object of minimizing the problem of sensitivity to the scale of measurement. Additionally, in order to avoid the problem of ambiguity in the interpretation of the results obtained, an additional analysis will be carried out later to check which are the most important variables during each period (these results are included in the Appendix). Finally, the last of the aforementioned criticisms, which referred to problems caused by high levels of correlation between the variables, is also minimized by considering the correlation matrix. An observation of this matrix shows that the correlations are high enough to justify the use of principal component methodology but not high enough to cause this problem (see Appendix).
The results obtained from the application of the methodology described are presented in Table 3 Is the evolution of the index in relation with the real historical facts?
Looking at RIEF, we observe, in first place, a period from 1875 until the end 1890s, during which the index increased. During this period there were few macroeconomic shocks despite the expansive nature of both monetary and fiscal policies as confirmed by the high values of RIEF. Argentina was on the gold standard and even when the convertibility of the peso was suspended between 1885 and 1899, the monetary authorities continued to operate within the rules of the gold standard 13 .
The high level of trade openness coherent with laissez faire policies was accompanied by the inflow of capital, which explains the current account deficit and the increase in public spending 14 . All of these facts are coherent with the results obtained in the 13 In 1887, the Law of Guaranteed Banks (la Ley de Bancos Garantizados) was passed which stated that all currency issues were to be backed by gold (della Paolera, 1994, p. 567). 14 Cf. Bethell (993) . It seems that fiscal policy was so expansive that, between 1885 and 1893, the public deficit was large and persistent, so much so that, as from 1888, the federal government had to seek Appendix 1 in which we can see that Infla and Tariff are the variables with a more correlation and impact in this period, the first one acting positively and the second negatively.
This phase was interrupted by the Baring crisis. The Baring crisis can be explained, according to della Paolera and Taylor (2001) as the conflict between a high fiscal deficit, the impossibility of maintaining a constant exchange rate and a poorly regulated banking system. According to these authors, the lack of co-ordination between monetary policy and fiscal policy was the factor which, in the final analysis, caused the crisis and led to the collapse of the banking system 15 . Logically, this situation led the RIEF to a marked decrease.
The turn of the century signalled the beginning of a period which lasted until the middle of the 1930s in which despite of the fiscal policy maintained its expansive way, the monetary policy adopted a more restrictive character. For this reason we see that
Gi/(Gi+Ci) is the variable with a more negative impact in this period (see Table A .2 in the Appendix 1). Moreover, one of the most important characteristics of this period is the fact that, between 1890 and 1935 Argentina was anchored to the currency board due to the Caja de Conversión whose principal mission was to guarantee the currency's value abroad 16 . In addition, a restrictive monetary policy, reflected in high interest rates, was implemented 17 . The free trade policy continued more or less unchanged until the crisis of the 1930s. In fact, Tariff has a positive impact and is the more correlated additional forms of income to cover these deficits (della Paolera, 1994, p. 564). Taylor and Williamson (1994) noted that the attraction of foreign capital, mostly British, increased as a result of the low savings rate caused by a high dependency rate. 15 According to Della Paolera and Taylor (2001) , initially the crisis showed the typical symptoms of a traditional banking crisis, that is an increase in the amount of cash in the hands of the public, an increase in the banks' reserves-deposits ratio and the elimination of some financial institutions, which meant the destruction of deposits. Cf. della Paolera and Taylor (2001 variable with RIEF in this phase (see Table A1 .2 in the Appendix 1). This situation was reflected by consistently high levels of the RIEF 18 .
RIEF decreased in the years following 1935, although its values were still high for another decade. This decrease is associated with changes in macroeconomic policy.
The public sector implemented a policy of balance after the Depression, which required new sources of income and reductions in spending 19 . Nevertheless, the change in trade policy would also play its part 20 . Exchange controls were introduced and the peso was significantly devalued more than once after the devaluation of the pound in 1931.
Quantitative restrictions were also introduced at this time (Alhadeff, 1986, p.104) . The fact that Black is the variable with the more power explanation and correlation in this period supports this affirmation and the gradual decrease of the RIEF is a clear consequence of these events.
Perón's arrival in 1945 and two consecutive terms of office coincide with a fall of RIEF. Early Peronism was a period of macroeconomic shocks during which the strategy of import substitution industrialisation (ISI) was implemented. Bilateral trade, exchange control and multiple exchange rates were its most important characteristics (Rock, 1988) . There was also an increase in the role of the state which is reflected in the increase in state-owned property, interventionism and higher levels of public spending, mainly financed by the inflationary tax (Di Tella and Dornbusch, 1989, chap.4) . The expansive macroeconomic policy, which aimed at the redistribution of wealth and the increase of spending, led to high rates of inflation.
18 According to O'Conell there were few changes in trade policy, while the rest of the world returned to protectionism. During the 1920s Argentina continued its free trade policy as a producer of staple goods.
The main change was the increase in tariffs from 25% to 60% of the official 'aforo' values in 1923 . O'Conell(1986 ), p. 91. Cf. Di Tella (1986 According to della Paolera and Taylor (1998, p. 10) Summing up, RIEF appears to reflect the results of the macroeconomic policy implemented in Argentina. We have to check if these outcomes could affect the relative position of the argentine economy with that followed by Australia and Canada.
For that we have constructed two respective relative indexes, one for the relative case of Argentina respect to Australia and other for the relative case of Argentina respect to Canada. These relative indexes have been constructed using the same variables used for the RIEF in Argentina but, in this case they are taken as differences between its value in Argentina respect to the value they take in Australia and Canada respectively.
These results are presented in the following section. Where GDP pc ARG/AUS is Argentina's GDP relative to that of Australia, RIEF ARG/AUS is the reduced index of economic freedom for Argentina compared with that of Australia. GDP pc ARG/CAN and RIEF ARG/CAN represent the same for Argentina compared with Canada.
5.-ECONOMIC FREEDOM AND THE
These graphs suggest a correlation between Argentina's position compared with Australia and Canada in terms of GDP per capita and the relative evolution of the RIEF.
We can, therefore, attempt to discover the relationship between the variables represented in the previous graphs; that is, between the relative series for Argentina's GDP per capita compared with that of Australia with the respective relative Argentinean RIEF (RIEF ARG/AUS) on the one hand, and, on the other hand, between the relative series for Argentina's GDP per capita compared with that of Canada and the respective relative RIEF (RIEF ARG/CAN).
Initially, this means that we have to establish a cointegration relation between each of these pairs of variables and then to check how the causality between them operates. We will begin by analyzing the order of integration of the variables. Dickey-Fuller and Phillips-Perron tests inform us that the variables follow a process I(I) so a long-term cointegration relation between them can be established.
The long-term relation discovered in Argentina's GDP per capita relative to that of Australia with the respective RIEF after estimating for LS (Least Squares) is as follows:
Relative GDP pc = -3.330 + 0.0003* T+ 0.029*RIEF+e t; R 2 -adj=0.427 ; F=43.272 ; AIC=-2.071 (-3.020) (3.589) (6.871)
Where T represents the trend variable and the t-ratios are expressed in brackets and e t represents the residuals. 23 Tests applied on the assumption of a model without a constant and a trend and taking the adequate number of lags into account.
The ADF test established on these residuals (e t ) in order to contrast the null hypothesis, which states that cointegration between the two variables does not exist, allows us to reject it up to a figure of 5% significance, given that the value is -2.476 which is greater than the -1.943 which is the critical value at this level of significance.
Consequently we observe that the long-term relation is stable, meaning we can establish the error correction model which allows us to detect the direction in which causality between the two variables is operating. To this end, the following equations are created using LS: The LS estimate between the two variables offers the following long-term relation.
Relative GDP pc= -7.287 -0.003* T + 0.059*RIEF + U t; R 2 -adj=0.619 ; F=101.969 ; (-7.639) (3.680) The ADF test applied to the residuals of this equation gives a value of -3.999, higher than the -2.884 which corresponds to the critical value at 5% significance. We can, therefore, reject the null hypothesis at 5% concluding that, once again, there is a stable, long-term relation between these variables. What is more, the causality analysis In the same way, the variable Tariff is another which is acting positively in the during 1953-1973 and 1974-2000 , the values for Tariff, while decreasing, are on average a bit higher in Argentina than those for Australia and clearly higher than those for Canada.
All these results are in connection with the ideas of Collins and Williamson for which the protection in Latin America was higher before the Great Depression than after. Moreover, in contrast with other analysis, the degree of protection in the region was not higher than in other development areas.
From the ideas presented in this paper we can extract that other ways of Clearly, although the present study leaves some questions unanswered and invites an even more rigorous analysis which would require the construction of a more complete index of economic freedom, including aspects related with the definition of property rights, the legal structure and regulation, this is a more ambitious project beyond the limitations of this paper which can serve to encourage future research in this line.
6.-CONCLUSIONS:
Scholars Nevertheless, despite the existence of a broad range of literature in the field, this question has not so far been approached from a formal, analytical point of view.
The objective of this paper is to fill this gap. In order to do so a reduced index of economic freedom which summarizes the results of the main economic policies applied and attempts to reflect Argentina's institutional framework between 1875 and the present has been constructed. 
